The influence of foreign capital inflows on expanding of lending processes in Ukraine is analyzed in the article. Volume of nonperforming loans and loan loss provisions, formed in the Ukrainian banking system during the period 2005-2011, are estimated.
Introduction
The loan portfolio analysis is a very important part in the bank's credit management, which involves the systematic study and supervision of banks' credit activity. It allows to assess the quality and composition of bank loans in the dynamics, in comparison with the performance in the whole banking system. This analytical work is a highly efficient method that enables banks to efficiently use the data on the status of the loan portfolio for decision-making by various departments of the bank.
To maximize the profitability of credit portfolio banks should carry out continuous monitoring through permanent tracking of signals that indicate possible complications concerning repayment of the principal or interest by the borrowers within the agreed maturity. But regardless of level of the credit monitoring and efficiency of methods of the loan portfolio management all banks somehow face the problem of loan defaults.
The most important indicator which characterizes the doubtfulness of the loan portfolio is the share of overdue loans in the whole bank's credit portfolio. Overdue debts most clearly indicate the existence of problems in the loan portfolio of the banking institution, because it is a direct reflection of the borrower`s problems and his inability to repay the debt to the bank.
Analysis of recent researches and publications indicates that in the scientific literature sufficient attention is given to the analysis of trends in bank lending and to the evaluation of doubtfulness of the loan portfolios, particularly among researchers working on this topic are V. In particular, A. Moroz, M. Savluk and M. Puhovkina (2008) give the general theoretical standpoints of lending. Relationships among loan quality, cost efficiency, and bank capital are exposed by A. Berger and R. Deyoung (1997). The influence of foreign banks on reducing the share of non-performing loans, especially in former state owned banks is explored by R. Matousek and B. Sergi (2005) . R. Shrieves and D. Dahl (1992) study the association of the ratio of risk -weighted assets to total assets to the level of risk. C. Schalast (2011) summarizes the reasons for the evolving NPL market in different countries.M. Sorge (2004) gives general approaches to macro stress-testing methodologies, in particular concerning the correlation of market and credit risks. G. Von Peter (2004) considers how falling asset prices affect the banking system through wide-spread borrower default. The author educes that the effect of falling asset prices is indirect, non-linear, and involves feedback from the banking system in the form of a credit contraction. The problem of loans in foreign currency in Ukraine is analyzed by V. Mishchenko (2009). The author emphasizes the necessity of restructuring of loan denominated in foreign currency. M. Timoshenko (2010) analyzes the development of a lending market before the crisis period and conducts a correlation and regression analysis of the basis quantitative characteristics of bank activity in order to reveal tendencies of bank lending. The current state of bank crediting of market agents is elucidated and preconditions of financial crisis deepening in Ukraine and its consequences are proved by I. Nidzelska (2009).
The purpose of the article is to explore the trends of the bank lending development, to assess the changes of problem loans and the volume of the reserves created for lending operations and their as of today state.
The object of the investigation is the structure of credit portfolios of Ukrainian banks and the approaches to loan loss provisions forming.
The objectives of the investigation are: -to investigate the structure of Ukrainian banks' credit portfolio and reveal the share of non-performing loans;
-to estimate the share of foreign capital in Ukrainian banking system and to identify its influence on the banking system development;
-to expose the share of corporate and retail loans in total bank loans; -to investigate the dynamics of loan loss provision in the Ukrainian banking system; -to compare bank`s non-performing loans to total gross loans (%) in certain European countries.
There were used different methods of the investigation in the work: a system approach; analytic approach; comparative analysis.
Results
The foreign banking expansion was commonplace during the economic growth, which we saw in the last years before the crisis in 2008 and during recovery. Since 2001 the number of banks with foreign capital increased from 22 to 53, including a 100% foreign capital -up to 22 banks.
Foreign capital takes increasingly important place in the Ukrainian banking system. Expansion of the foreign banks had a number of positive effects on the development of the banking system of Ukraine:
− the growth of credit exposure to the economy by lowering the credit cost; − enhancement of effective competition on the banking services market and expanding the range of high quality banking products;
− improving the diversification of risks through the use of advanced technologies for their insurance; − more active transition to international standards of supervision and regulation of the banking practices;
− upgrade qualifications of bank employees; − reduction of the cost of financial resources; − deployment of advanced banking technologies. The trends in the number of banks with foreign investments and the share of such investments in the Ukrainian banking system are reflected in Fig Concerning the real changes that have occurred under the influence of foreign capital, it should be noted that the inflow of foreign capital to the banking sector has led to a rapid expansion of the proposals of credit resources. During the period of 2005-2008, the credit portfolio of the Ukrainian banking system has been increasing by at least 50 % every year (Fig. 2) , primarily owing to cheap foreign loans. The financial crisis 2008 led to hasty growth of troubled debts. According to statistics of the National Bank of Ukraine, the period of most active growth of overdue debts was in 2009, during this period their level increased in 3.9 times. This was due both to the growth of the absolute amount of arrears, as a share of total loan portfolio increased by 7.1 percentage points -to 9.4 % from 2.3% at the end of 2008, as well as with a gradual decrease of the size of loan portfolio as a result of almost complete suspension of issuing new loans.
In 2010 in a certain extent because of the high effect of the comparison base and also due to the improved economic situation, growth in the balance of overdue loans slowed to 21.3%. However, their share continued to grow, reaching its highest value in November 2010 -14.0%. Increase in bad loans of the residents after November 2010 almost stopped. This can be explained, on the one hand, by the beginning of the stabilization of the economy, on the other hand -by the intensification of sale agreements of the loan portfolios and first steps of banks towards the resumption of lending (from the second half of 2010, the loan portfolio began to grow gradually). With that, banks with Ukrainian capital, which are included to the financial-industrial groups, most actively overtook the loan portfolio (National Bank of Ukraine Bulletin, 2012).
In 2011 growth in overdue loans was restrained by higher requirements to the borrowers and strengthening the risk assessment by the banks. During that year, the dynamics of overdue loans was diverse, but in general the results of 2011 were the balance of overdue loans decreased by 5.6 billion UAH or 6.5 %, and as of 01.01.2012 amounted to 79.3 billion UAH. As of 01.03.2012, the value of this indicator increased to 81.7 billion UAH and 9.9 % in relative terms.
If we consider the dynamics of lending in Ukraine in general, it can be argued that previously upward trend in lending businesses and individuals was observed, the peak of which was in 2008, and in 2009 was characterized by suspension in rates of growth of originated loans (Fig. 3) . If in 2008 the balance of loans to the economy increased by 72.0 %, in 2009 there was a decrease in lending to the economy by 1.5% as one of the most negative consequences of the financial crisis, and at the same time as its deepening factor. The greatest reduction in lending took place in the household sector. As it can be seen from Fig. 3 , about 90 % of the total loans are loans granted to legal entities and individuals, so further the consideration and evaluation of non-performing loans will be focused on this particular component of the loan portfolio of the banking system, as we suppose that most problems in the activity of these sectors triggered the rapid growth of overdue of banks loans during the crisis.
Taking into consideration the significant share in the total amount of outstanding debt, the most significant impact on the downward trend of overdue loans in the period of overcoming the crisis was made by the non-financial corporations (NFC) sector. In 2011 the balance of overdue loans of this sector decreased by 10.8 billion UAH, or 16.5%, and as of 01.01.2012 amounted to 54.7 billion UAH.
Concerning terms the largest decline was observed for overdue loans up to 1 year -by 6.0 billion UAH or 23.8 %, and from 1 year to 5 years -by 5.9 billion UAH or 16.3%. Overdue loans of non-financial corporations with maturity over 5 years increased by 1.1 billion UAH or by 26.0%.
Fig. 4. Overdue loans of non-financial corporations by maturity (Source: developed by the author on the basis of National Bank of Ukraine)
By currencies in 2011 overdue loans granted in foreign currency significantly decreased -by 7.7 billion UAH or 23.3% -to 25.4 billion UAH, and their share in the total amount of overdue loans of non-financial corporations decreased by 4.1 percentage points -to 46,4% (Fig. 4) . Overdue loans in local currency for the period of 2011 decreased by 3.1 billion UAH or 9.6%, and as of 01.01.2012 amounted to 29.4 billion UAH. As a result of 2011 by types of economic activity over a half (58.7%) of the reduction in the total amount of overdue loans by 6.4 billion UAH in non-financial corporations sector was caused by trading enterprises ( Table 1) . Reduction of overdue loans occurred for almost all types of economic activities. At present, accurate data on the actual volume of overdue loans generated in the Ukrainian banking system, are missed.
In our opinion, the official statistics, which is published by the National Bank of Ukraine, does not show the objective view of the current level of troubled banks loans. Banks do not take into account the value of troubled loans, which in fact may appear already overdue and be above the official rate in at least 2 times, and for some banks -even more, also banks may understate the figures of existing overdue loans. This is because banks for some reason are not interested in displaying in the submitted reports the data on actual quality of loans granted by them. Presenting in reports troubled and overdue loans available on the books may cause the client attrition and unplanned outflow of credit resources, complication of the access to interbank lending, worsen performance measures in reports and, in the issue, may lead to the application of a sanctions by NBU.
Therefore, Ukrainian banks are tended to the window dressing hiding actual information about the overdue loans. The part of such debt is sold to companies, to which funds to purchase overdue debts are provided by these banks. Also, conclusions on the level of troubled loan portfolios of the banks can be drawn by the capacity of reserves for possible losses on credit operations reflected in the balance sheets of banks and by the coefficient of securing of credit exposure by reserves.
Ukrainian banking institutions in their reports share lending operations into the following categories: "standard", "under control", "substandard", "doubtful" and "bad". Classification of credit operations is performed depending on the financial position of the borrower, the maintanance for principal and interest, the level of assurance of lending transaction. Reserves for specific lending transaction is calculated based on the category of this transactions, collateral taken on it and the provision ratio. Banks performes the assessment of the debt maintanance by the borrower on monthly basis.
Ratio of reserves for lending characterizes the quality of the bank's loan portfolio, and the average size of reserves required for each unit of loans. Positive trend of this indicator is the reduction of its value.
According to the NBU before 2008 the trend for the reduction of the ratio of reserves for lending transactions was traced. But the financial crisis 2008 has led to a rapid increase in this ratio, and the period of the most active growth of reserves made for possible losses on lending transactions was in 2009. During this period their level increased by 2.2 times in the banking system of Ukraine (Table 2 ). This was due to the growth of the absolute amount of non-standard loans and with a gradual decrease in lending. According to the NBU, as of 01.03.2012, the total reserves for loan impairment in 176 banks totaled to 119.1 billion UAH, or 14.5%, and the total reserves of the 17 largest banks -to 107.0 billion UAH or 23.0% in relation to the outstanding loans. This indicates of the retention of the low quality of the loan portfolio of the banking system of Ukraine. Official data on reserves for loans not fully reflect the quality of bank loan portfolios. It is unfavourable for the management of the banks to acknowledge the debt problem because, according to the regulations of the NBU, it should be covered with adequate reserves. Provisioning in large amounts causes losses that shareholders of banks are forced to compensate by the increase of in authorized capital. According to analysts the level of troubled debts in some large banks is 30, 40 and even over 50 %. And the average level of troubled debts in the banking system is not less than one third of the loan portfolio.
But at all points of time series created reserves for possible losses on lending operations covered overdue debts on loans, particularly in the period of 2005-2009 -by more than 2 times, and during the period of overcoming the consequences of the crisis starting from the 2009 reserve ratio to overdue loans amounted to about 140 % (Table 3) . To pay attention to the situation with non-performing loans in certain emerging countries, which was caused by the global financial crisis 2007-2008, the data on the share of non-performing loans in these countries and trends of their rapid growth during 2008-2011 are presented in Figure 6 . According to the World Bank Fig. 6 shows that in 2008 the situation with non-performing loans in Ukraine, Russia, Poland and Kazakhstan was similar, as the share of these loans was between 3.8-5.1%. But due to the crisis and to the rapid growth of the troubled debt on loans in 2011 in Kazakhstan NPLs were amounted to 26.3%, which is the highest rate among the analyzed countries. Non-performing loans in Ukraine in 2011 increased to 15.4% according to the World Bank, but this figure is higher by 5.8% compared to the data that were published by the National Bank of Ukraine, which, in turn, indicates the non-transparency of the situation with non-performing bank loans in the country. In Russia and Poland NPLs due to the crisis increased approximately in 2 times. In Belarus, the situation with non-performing loans was most stable and in 2011 NPLs represented only 3.1% of loans. 
Conclusions
The inflow of foreign capital into the banking system became a significant impetus to the development of lending in Ukraine. This facilitated the expansion of lending due to availability of cheaper resources for banks with foreign capital.
At the same time, the deepening crisis in the world economy in 2008-2009, lead to a decrease in credit portfolio volumes of Ukrainian banks due to the deterioration in loan servicing by individuals and legal entities. This led to an increase of problem loans, and forced banks to form loan loss provisions in larger amounts, which negatively affected banks' liquidity.
Accordingly, the contrary processes can be observed in the banking system nowadays: the inflow of foreign capital has slowed down due to unfavorable credit conditions. In future, a decline in the share of foreign capital in the banking system of Ukraine is seen as a more likely trend.
